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For the years ended July 31 (dollars in thousands, except per share) 1998 1997 
Operating 
Gross profit and revenue from services § 229,665 ¢§ 220,040 
Earnings before interest, taxes and depreciation $ 60,577 $ 54,788 
Operating Income $ 43,335 $ 30/452 
Earnings before income taxes and unusual items $ 31,926 $ 24,744 
Net earnings $ 16,332 $ O59 
Cash flow provided by operations $ 35,871 $ 32770 
Capital expenditures and business acquisitions $ 53,760 $ 21,904 
Financial 
Working capital $ 136,155 ¢ 101,790 
Net investment in capital assets $ 226,304 celos 323 
Total assets $ 515,209 $¢ 489,214 
Shareholders’ equity $ 234,611 ¢$¢ 161,290 
Ratios 
Total debt to net assets 26.24% 36.01% 
Return on average common equity, 

before unusual items 8.69% 8.51% 
Per share: 

Net earnings $ 0.91 $ 0.66 

Cash flow from operations $ 2.08 ¢ 2.66 


Cash Flow for the year ended July 31 


millions of dollars 


Relative Performance Index — 


wam= UGG Stock Price 
eee Nesbitt Burns 
wm== TSE 300 Index 


1995 1996 1997 1998 


The Performance Index graph shows changes in the value of $100 invested on July 31, 1993 in (1) UGG’s Limited Voting Common Shares; (2) the Nesbitt Burns 
Small Capitalization Total Return Index; and (3) the Toronto Stock Exchange 300 Total Return Index, for a five year period ending July 31, 1998. The average market 
. capitalization of companies in the Nesbitt Burns Small Capitalization Total Return Index is approximately $220 million at July 31, 1998. At the same date, UGG’s 
market capitalization was $224 million. 


The TSE 300 Total Return Index includes companies with an average market capitalization of $1.6 billion. 


° earnings records were 
achieved in all of 
the Company’s four 
operating divisions 


e four years of signifi- 
cant growth have also 
produced record 
consolidated earnings 


e net income for the 
year reflects a five year 
compounded growth 
of 17% per year 


e cash flow from 
operations also 
reached a new record 
of $35.9 million 


“UIGG's plan has been, and 


continues to be, based upon 


meeting the changing needs of 


a rapidly evolving customer.” 


A MESSAGE FROM THE 


The year’s well-publicized industry events con- 
tinue to validate the trends identified by UGG’s 


leadership earlier this decade. 


e Integration of the global food industry 


through corporate consolidation and mergers 
continues. Agrichemical giant DuPont pur- 
chased part of world seed-leader Pioneer Hi- 
Bred. Biotechnology giant Monsanto acquired 
a significant share of DeKalb Genetics and 
entered merger negotiations with American 
Home Products. Meanwhile, UGG rivals, 
Alberta Wheat Pool and Manitoba Pool 
Elevators, announced their planned merger 


into a single company. 


e The downside of globalization reared its head 


as the Asian slowdown reduced demand for 
commodities as well as the buying power 

of the Canadian dollar. Farmers found them- 
selves squeezed between increasing input 


costs and declining prices on key crops. 


Significant deregulation of grain transporta- 
tion appears likely. Administration of the rail 
transportation system is under review by the 
Estey Commission, making the possibility of 
market-driven railway resource allocation - 
one more responsive to commercial signals - 


a very real one. 


New legislation came into effect this year 
amending The Canadian Wheat Board Act. 


While not making the board fully accountable 
to farmers, the revised Act allows growers to 
elect two-thirds of the board of directors. 
Debate over this legislation has not abated, 
with grassroots voices continuing to press for 
the freedom to market wheat and barley 


through other channels. 


These national and international forces 
continue to drive the trend to fewer, larger farm 
enterprises. In turn, this rapid consolidation of 
production is fueling an ongoing evolution of 
the business needs of the surviving farm enter- 


prises. The appetite of these enterprises for 


new technology, skilled labour, cost-efficient 


Ted Allen 


Chairman and President 


services, risk management tools, and capital is 
growing in equal measure with their rate of 
business expansion. The results noted in this 


“Innovation, though 
report indicate that UGG has positioned itself 


effectively to fulfill these dynamic demands. inherently risky, is necessary 


UGG’s plan has been, and continues to be, for business survival. We 


based upon meeting the changing needs of a 
; f believe our understanding 
rapidly evolving customer. The success achieved 


in five years of pursuing this plan is the product of the customer helps us to 


of good judgment, solid execution and hard innovate with greater 
work. But it’s also important to credit UGG’s 


board for the Company’s confidence and flexibility.” 


ability to anticipate and 
respond to customer 


needs. 


UGG's board consists primarily of cus- 
tomers — leading prairie farmers who see the 
business from the ground up. This unusual 
governance structure, a vestige of the Company's 
history as a co-operative prior to 1993, has 
shown itself to be a valuable asset. The board's 
understanding of its customers is crucial for a 
company building shareholder equity in a fast- 
changing marketplace. 

Recent research tracking customer percep- 
tions of UGG in the marketplace suggests that 
the Company is making significant progress 
in differentiating itself from competitors, con- 
verting services and products once considered 
commodities into market-leading brands. 

Innovation, though inherently risky, is 
necessary for business survival. We believe our 
understanding of the customer helps us to 
innovate with greater confidence and flexibility. 
Testimony to this belief is 1998's rapid pace of 
new construction, acquisitions, new partner- 
ships, and new technology - activities which are 
meeting marketplace demands and putting 
profits on the bottom line for UGG shareholders. 

Not only do we have a plan that’s working, 
we have a distinctive framework for planning 
that’s proving to be an asset in a rapidly 
changing world. In a marketplace where the 
demands of individual customers are paramount, 


UGG is uniquely positioned to meet farmers’ 


business needs. 


Wi 


Ted Allen 


Chairman and President 


A MESSAGE FROM THE CHIEF EXECUTIVE OFFICER 


A CONCENTRATION ON CORE BUSINESS 
As indicated in the Chairman’s address section 
of this report, we believe that two powerful 
longer-term trends will continue to drive ongoing 
renewal of the business of agriculture. The first 
is the shift towards a business environment 
driven more by commercial forces and less by 
government intervention. The second major 
trend is the rapid integration of technology —- and 
biotechnology in particular—into mainstream 
agriculture. 

As these major trends manifest themselves, 
the manner in which UGG provides services is 
also changing profoundly. 

The influx of new technology into agricul- 
ture is an impetus for alliances within the 
complex pipeline that brings food from the 
farm to your table. And the technology influx is 
happening fast — the adoption rate of applied 
biotechnology is a case in point. In 1996 there 
were 3 million acres of genetically modified 
plants grown globally; in 1998 there were 65 
million acres. 

In the business model of the 1970s and 
1980s, the road to success in agribusiness 
involved vertically integrating 
to own all parts of the food 
system — “internalizing” 
profit opportunities. Even 


today, the food pipeline is 


too big and changing too fast for such a con- 
glomerate style model. The food pipeline of the 
future will involve a high level of coordination 
between firms. As an increasing share of agri- 
cultural output comes from custom-made crops, 
there will be a sharply increased need for all 
the players in the food pipeline — plant breeders, 
crop protection product manufacturers, 
processors, grain merchandisers, farmers — to 
align business activity and ensure there are 
clean hand-offs from one player to the next. 

Accordingly, UGG has grown its base of 
key alliances through the 1990s. Our links extend 
solidly downstream into food processing, and 
upstream into seed development. Our roots 
and corporate governance connect us to our core 
customer base. Our vision is to be the business 
connection that farmers look to — providing 
the critical link between production agriculture 
and the markets for agricultural production. 

As government involvement in agriculture 
diminishes, the very nature of that linkage also 
changes. Succeeding in commercial grain trans- 
portation means having assets and management 

systems in place to handle, load and move 
grain efficiently. In the five years since 
becoming publicly traded, UGG 
has invested $175 million in 
new business infrastructure. 


Today, UGG's grain network 


Brian Hayward 
Chief Executive Officer 


“Our vision ts to be the 
business connection that 
farmers look to — providing 
the critical link between 
production agriculture 
and the markets for 


agricultural production.” 


For the first time in UGG's 92- 
year history, more than 50 per 
cent of Company income was 
derived from non-grain activi- 
ties. The significance of this 
statistic is the prospect for 
increasing stability of earnings 
in the event of market or 
weather-related downturns 

in shipments. 


SSAGE FROM THE C 


has the highest proportion of large car spots in 
the Western Canadian grain industry - a key 
element of being cost effective and competitive in 


a world of commercially driven grain economics. 


GOING WHERE WE HAVE NOT 
GONE BEFORE 


Operationally, UGG has repeatedly broken 
new ground over the last five years. UGG has 
become the largest private supplier of new seed 
varieties to Canadian farmers. UGG was the 
first major agribusiness firm in the West to look 
to public equity markets for investment capital. 
Financially, UGG has also broken into new 
territory. While financial returns have not yet 
reached our longer-term target levels, the 1998 


fiscal year has been rewarding in many respects: 


e Earnings before interest, taxes, and depreciation 
(EBITDA) grew to a record high level of $61 
million — the third consecutive year of record 


operating performance. 


e Pre-tax profit of $32 million is also a new 


record; up 29% from the previous year. 
e UGG net profit of $16.3 million is a new record. 


e Each of UGG’s four main business segments 
recorded gains in operating income — despite 
lower grain volumes 
and less than ideal 
weather condi- 
tions during the ae 

key spring crop 

input retailing 


season. 


1998 = $58.5 Million 


HiEF EXECUTIVE OFFICER 


e Earnings per share grew slightly — even 
following a 41% increase in the weighted 


average number of shares outstanding. 


e The balance sheet continues to be strong — 
despite record capital expenditures and an 


ongoing disciplined acquisition program. 


A “PURE PLAY” WITH DIVERSE 
CHARACTER 


For much of its 92-year history, United Grain 
Growers’ financial results have been driven, in 
the main, by the middle word of the Company 
name: the grain business. Correspondingly, 
UGG profits have often been perceived as 
depending on how much grain moves through 
UGG’s elevators. 

The weather-induced crop shortfall of 1997 
meant UGG handled less grain in its 1998 fiscal 
year — about 7% less than an average year and 
about 15% below the bumper crop-induced 
record handle of fiscal 1991. 

However, the business strategy of UGG has 
not been just a grain business strategy. Investments 
made since UGG went public have quietly 
strengthened the Company’s ability to compete in 
other farm service businesses. The year before 
UGG went public, a full two-thirds of Company 


income came from UGG 


Operating Income 


grain operations. In 
fiscal 1998, more 
than half of UGG 
operating income 


came from businesses 


ual other than Grain 
1992 = $28.5 Million 


Operations. 
BB Grain Handling 
8 Crop Production Services 
© Other (excluding Corporate) 


This was not because UGG grain operations 
did poorly in 1998. UGG handled less grain in 
1998 than it did in 1992 — but grain business 
profits were 44% better. 

A generation ago, many people knew the 
famous 3M Company by its “real name” — 
Minnesota Mining and Manufacturing. They are 


not traditional miners and manufacturers today. 


A similar change is underway within UGG. 


We are building a diverse base of related busi- 
ness activities - the common theme that runs 
through them all is that they involve providing 
services to farmers, where the Company has 
core competence. For instance, UGG’s crop 
input sales are now about quadruple the level 
they were before UGG went public. 

So, UGG remains a “pure play,” focused 
on primary agriculture. However, UGG has 
also broadened its business base in a way that 
adds value for shareholders - making Company 
results less vulnerable to the whims of the 


weather. 


FIVE YEARS OF GROWTH IN 
SHAREHOLDER VALUE 


It has been common for market observers - 
particularly of late — to advise investors to take 
a longer-term view of equity investments. Five 
years ago UGG joined the ranks of publicly 
traded companies. During this time we have 
not sought to produce financial results which 
“look good” for just one quarter - or even for 
just one or two years. Our focus has been - and 
will remain — the creation of long-term share- 


holder value. 


UGG’s business plan 


UGG vs Nesbitt Burns Small Cap Relative Performance Index 


is to create such value by one 
was UGG Stock Price 


seeee Nesbitt Burns Small Cap Index 


concentrating on our core oe 


business — providing superior ae | 


commercial services to farm- eo 
ers. This plan is working - a 
UGG has now delivered five 


years of growth in shareholder 


jul-93 Jul94— Jul95—Jul-96 = Jul-97 fu 98 
value. Measured against the 


overall market, UGG has UGG vs TSE 300 Relative Performance Index : 


delivered growth in shareholder 


wa UGG Stock Price 


value that substantially exceeds _ mes TSE 300 Index 


the growth in the Nesbitt 
Burns Small Cap Index and 
matches the growth rate of 
the TSE 300 Index. For the 
third consecutive year UGG 


has been included in the 
Financial Post annual report on “Market Value 
Added” and has consistently improved its ranking 
— moving up from a placing of 175th in 1996 to 
121st in 1997 in terms of the ratio of “economic 
value added” to capital employed. 

UGG's commitment to build shareholder 
value through providing quality service to 
customers has held us in good stead for the 
Company's first five years in the public markets. 
We have built value through improving our busi- 
ness effectiveness and broadening our opera- 
tional base. As I noted in closing in last year's 


annual report, we will not waver from this focus. 


Brian Hayward 
Chief Executive Officer 


Y here are roughly 75 million 
acres of farmland in 

Western Canada. Because of 

UGG's geographic distribution 

and the diversity of Its services, 
the vast majority of those acres 
are managed by farmers who 
deal with UGG. 


CROP PRODUCTION 
SERVICES 


Fertilizer sales 


Through aggressive sales and 
acquisitions, UGG increased 
its fertilizer sales by 23% in 
1998, offsetting the impact of 
declining fertilizer prices on 
sales revenue. 


Herbicide sales 


The acquisition and construc- 
tion of herbicide retail outlets 
and the sales of bundled 
herbicide-tolerant production 
systems poise UGG for contin- 
ued increases In revenue. 


Seed 


UGG's Proven Seed is a market 
leader in the canola and forage 
seed sector and now provides 
farmers with new market 
options in specialty seeds 

and grains. With roughly 500 
retail locations and hundreds 
of product trial sites, Proven 
Seed maintains a high profile 
among prairie farmers. 


Agronomic services 
UGG's team of agronomists 
helps customers manage 
their use of crop inputs for 
increased profits. The team’s 
fee-based skills contributed 
to UGG revenues for the first 
time this year. 


GRAIN HANDLING AND 
MERCHANDISING 


Grain handling 


UGG has rationalized its grain- 
handling operations into 24 
territories. Strategically located 
elevators produce transportation 
savings, benefiting customers 
and shareholders. 
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Grain merchandising 


UGG's close association with 
producers and its infrastructure 
create a seamless sourcing 
system for end-users. This unique 
"Quality Connection’ assures 
UGG’s ability to meet end-users’ 
quality specifications. 


Terminal operations 


UGG prepares and loads grain for 
export at terminals in Vancouver, 
Thunder Bay and Prince Rupert, 
giving UGG flexibility and exten- 
sive shipping capacity. 


LIVESTOCK SERVICES 


Feed 


Feed mills strategically located 
in Western Canada have made 
UGG's Unifeed group one of 

the country’s leading suppliers of 
feed. 1998 saw a mill construction 
and two mill expansions. 


Swine genetics 


Unipork, distributor of UGG's 
proprietary line of swine genetics, 
is innovating to meet growing 
demand by moving into the swine 
semen business from its base in 
Okotoks, Alberta. 


PUBLISHING 


Farm Business 
Communications 


UGG’s Farm Business 
Communications publishes some 
of the most widely read farm 
magazines in the country. Its 
publications also provide an 
important advertising vehicle 
for UGG's brands. 


Growers Marketing Services 


UGG's commodity market analysts 
provide risk management advice 
to UGG staff and customers. This 
advice is distributed by satellite, 
newsletters, radio and Internet. 


Legend 
© Major Grain Handling Centres 


BY Seed Treating Facility 

A Terminals 

@ Unifeed Facilities 

© Forage & Special Crop Services 


REVIEW OF OPERATIONS 


“MEETING FARMERS’ BUSINESS NEEDS” 


Below we address 
three issues: The 
business UGG is in; 


how UGG qaeates 


value for customers 
and shareholders; and what the Company has 
done in 1998 to carry out its strategy. 

UGG's operations are diverse and wide- 
ranging, from grain merchandising, crop 
input sales, livestock production services, to 
farm business publications. What holds them 
all together is UGG’s core business strategy: 
“Meeting Farmers’ Business Needs.” 

Meeting farmers’ business needs is a decision- 
making touchstone for staff at all levels of the 
organization. Implicit in this strategy is an 
alignment of corporate values with those of the 
most entrepreneurial segment of Canadian 
prairie farmers — an increasingly sophisticated 
group of business managers using ever-increasing 
quantities of knowledge, capital, and technology 
to drive up the productivity of their enterprises. 

After 92 years of co-evolution with this 
customer segment, UGG has developed distinc- 
tive insights and organizational values that create 
a competitive 
advantage in 
meeting farmers’ 
business needs. 
This background 
is particularly 


useful in a rapidly 


evolving market- 


place. In the last year, high-profile mergers 
have produced further integration of the global 
biotechnology, crop protection, grain-handling 
and food-processing industries. During the 
same period, elevator construction by new 
multinational entrants in UGG’s marketplace 
has highlighted the strategic importance of the 
Canadian prairies in an integrated world food 
system. In light of these developments, UGG’s 
strengthening financial performance may indeed 
reflect that a strategy rooted in customer insight 
positions a company well for a period of rapid 


industry change. 


STRATEGIC THEMES 

For the past several years, UGG has focused on 
those relationships and initiatives which create 
benefits for customers and appropriate returns 
for investors. As government regulation is 
removed from the business of agriculture, UGG 
plans to fill this void by forging global business 
alliances, adding value to products and services, 
and cultivating long-term relationships with 


both growers and end-users. 


Business Alliances 


In contrast to some of its competitors, UGG’s 
method of creating value does not revolve 
around vertical integration. UGG has deliber- 
ately chosen to concentrate its talent and 
capital resources on facilities, products and ser- 
vices that meet farmers’ business needs directly. 
This choice has led UGG to strategic alliances 
with world-class partners. Consistent with our 


strategic plan, these alliances open up market 


The recently constructed eleva- 
tor at Carseland, Alberta, is one 
of the largest elevators on the 

prairies, strategically located on 
a key grain transportation route. 


2 Dererectll 


Higher Yields, Cleaner Fields. 


Proven Seed’s 1999 canola 
product line is the strongest 
to date, and includes two 
herbicide-tolerant canola 
production systems as well 
as conventional technology. 


REVIEW OF OPERATIONS 


opportunities and supply farmers with the 
latest in production technologies. Here 


are a few of UGG’s allies: 


Canadian Wheat Board 


About 64 per cent 

of UGG's grain- 
handling activity 
involves barley and 
wheat, grains marketed 
through The Canadian 
Wheat Board. Process re-engi- 

neering has increased handling efficiency and 
accuracy, enabling UGG to provide the Wheat 
Board with the specified quality and quantity 
of grain at the required time. This enhanced 
execution ensures that UGG receives substantial 


revenue from handling tariffs. 


Archer Daniels Midland 


Archer Daniels Midland (ADM) entered into 

a strategic alliance with UGG in 1997 by taking 
a 42 per cent stake in the Company. ADM, one 
of the world’s largest manufacturers of food 
ingredients, operates oilseed-crushing and flour- 
milling plants throughout North America. 
These facilities represent a significant source of 
demand for grains collected by UGG and a source 


of mill ingredients for UGG’s feed business. 


Pioneer Hi-Bred 

The world’s largest seed breeding company 
participates in a long-term canola breeding 
agreement with UGG - exchanging Pioneer's 


world-class genetics for royalty revenues 


from Proven Seed’s expertise in marketing and 


distribution of seed. 


CSIRO 
As part of an ongoing research 
association with UGG, Australia’s 
Commonwealth Scientific and 
Industrial Research Organization 
(CSIRO) continues to develop spe- 
cialty crops with new oil profiles. One 
offshoot of this relationship is the shared 
R&D royalties resulting from the companies’ 
co-operative development of Linola,” a special 
type of flax that has become an innovative 
source of high-quality vegetable oil for human 


consumption. 


Unilever 


Consumer-goods giant Unilever arranges con- 
tract production of Linola through UGG to 
provide a reliable supply of this healthy new 
oilseed for margarine production. In 1998 
Unilever launched a bottled oil featuring Linola 


as a labeled ingredient. 


Benson Quinn Commodities 

Commodity market specialist Benson Quinn- 
GMS offers brokerage services to UGG 
customers who choose to trade grain futures 
on the Winnipeg, Minneapolis and Chicago 


commodities exchanges. 


Cyanamid Crop Protection 


Cyanamid, one of Canada’s leading herbicide 


manufacturers, co-sponsors with UGG the 


marketing of a proprietary canola production 
technology — the SMART Canola System. The 
SMART trait produces genetic resistance to a 
group of selective herbicides, offering valuable 


benefits in canola production. 


DeKalb Genetics 
UGG's Unipork divi- 
sion multiplies and 
markets a line of 


swine breeding stock 


under licence from 
DeKalb Genetics. The genetic science underlying 
this relationship is revolutionizing the swine 
breeding industry with better production 
economics and more appealing end products 


for consumers. 


Marubeni 
Several years of close working relations culmi- 
nated in Marubeni, one of Japan's leading 


oilseed-crushing firms, acquiring a 5 per cent 


stake in UGG last year. The Marubeni relation- 
ship provides UGG with a reliable channel 

for canola seed purchased from farmers, and 
Marubeni with a reliable feedstock for crushing 


operations. 


Adding Value 


The core marketplaces in which UGG competes 
— grain handling, feed and crop input sales - 
have been characterized historically by weak 
product differentiation, aggressive price compe- 
tition and the narrow profit margins that 
inevitably follow. In each of these products, 
UGG is innovating to create additional value in 
the marketplace. By doing so, UGG maintains 
its presence as the “quality connection” 
between prairie farmers and the global end- 


user of agrifood products. 


Shipping the right grain on time 
To those unfamiliar with the prairie grain- 


handling industry, the concept of shipping 


fl OW EER 


UGG recognizes the importance 
of charitable and non-profit orga- 
nizations in the Canadian social 
fabric. That's why it intends to 
donate at least one per cent of its 
three-year average, domestic pre- 
tax profit to these organizations. 
The majority of this funding will 

be committed to farm safety, the 
United Way and planned projects 
relating to the agriculture industry. 


An increasing share of 
agricultural output comes 

from custom-made crops. 
Accordingly, UGG’s alliances 
extend solidly downstream into 
food processing and upstream 
into seed development. 
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the right grain on time sounds simple enough. 
However, each year for many years, the costs 
and penalties levied against all the major grain- 
handling companies for misdelivery of grain 
resulted in the leakage of millions of dollars of 
value from the marketplace. UGG’s initiatives to 
co-ordinate deliveries to match market demand, 
increase the accuracy of grading, and generally 
improve logistics management are allowing 
UGG to generate profits from increased 
efficiencies and pass significant benefits on to 


customers and shareholders. 


Local performance testing 


Prairie growers are prepared to invest in improved 
seed genetics, providing the investment pays 
off in actual field performance. The challenge 
lies in objectively assessing how a particular 
variety will grow under a given set of manage- 
ment factors and regional environmental 
conditions. Proven Seed’s Local 
Performance Check™ program sets 
the industry standard, matching 
new varieties to regional 
growing conditions, helping 
growers make profitable pro- 
duction decisions, and allowing 
UGG to manage seed-product 
lifecycles more profitably. 


Research and biotechnology 


UGG research initiatives have brought new 
production and marketing opportunities to 
prairie producers. Swine genetics from 


Unipork Genetics™ offer advances in feed 


conversion and daily gain rates. New canola 
varieties supplied by Proven Seed enable prairie 
farmers to better match their field conditions 
to an appropriate production technology. And 
identity-preserved specialty crops, including 
malt barley varieties, high-oleic canola, and 
Linola, open the door to new niche markets 


for farmers. 


Agronomic consulting 


UGG's Crop Plus™ agronomy program helps 
UGG add value to seed, herbicide and fertilizer 
sales. By providing knowledge to its customers, 
this program helps them optimize the use of 
production inputs for maximum economic 


returns. 


Improved feed processing technology 


UGG’s Unifeed™ division offers producers a 
means of optimizing their feed to meet the 
specific needs of their animals. 
Nutritionists devise custom feed 
formulations based on nutri- 
tional analyses of on-farm 
rations and, in the case of 
Unipork stock, based on the 
genetics of the animals, helping 
to maximize feed conversion and 


rate of gain. 


Product leadership 
UGG'’s strategic relationships and related 
investments in genetic research in seed and 
livestock breeding are contributing to brand 


leadership and creating tangible benefits 


for producers. Over the past year, UGG has 
continued to focus its research investments on 


anticipated market opportunities. 


Relationship 
Marketing 


The ongoing consoli- 
dation of farm 
production into fewer, 
larger enterprises 
continues to increase 
the importance of 
individual customers, 
people who are 


becoming fewer in 


number but more 
entrepreneurial and influential in nature. UGG 
has responded to this trend with fundamental 
changes in the management of customer 
relationships. These innovations fit with UGG's 
plan to meet the changing needs of a rapidly 


evolving customer. 


Service representatives 

Breaking with the historical model where farmers 
came to the UGG elevator to access services, 
UGG now assigns sales representatives to visit 
farms and initiate and manage its customer 


relationships on a personal basis. 


Knowledge-based communications 

Retail transactions throughout UGG’s network 
of facilities are logged and maintained in a cen- 
tralized database by UGG’s customer research 


team. Staff comb the database for insight into 


the individual purchase preferences of customers. 
Armed with this information, they provide 
product managers and marketing teams with 
advice on the use of personalized communica- 


tions strategies. 


Livestock and crop input financing 


Through Unifinance’s Program 2000, UGG 
offers loan guarantees to livestock producers 
intent on expanding their facilities, consolidating 
their operations and investing in new facilities. 
Participating hog producers agree to purchase 
breeding stock and feed inputs from UGG. 
For grain producers, UGG offers deferred- 
payment financing 
on crop inputs. 
Through these 
programs, UGG 
personalizes 
business relation- 
ships to meet the 
individual needs 


of customers. 


UGG's identity-preserved crop 
program gained momentum in 
1998 with expanded Asian malt 
sales, the introduction of new 
proprietary varieties of malt 
barley, increases in contracted 
acreages of high-oleic canola, 
and the news that UGG’s Linola 
was designated as Generally 
Regarded as Safe (GRAS). 
Clearing this important U.S. Food 
and Drug Administration screen- 
ing program makes Linola more 
commercially acceptable to food 
processors in the U.S. and 
worldwide. 


1s 


AIR MILES reward program building on this successful strategy with a newly 


UGG'’s participation in the AIR constructed Web site - www.ugg.com. This site 
MILES® travel reward program joins the on-line services offered by Proven 
sand enables the Company to differentiate | Seed - which includes a powerful but easy-to- 
itself from its competitors in commodity-busi- _ Use tool to select appropriate seed varieties 


ness transactions such as the elevation of grain based on comparative performance — and the 
destined for sale through The Canadian Wheat _ Farm Business Communications Web site - 


Board. UGG also uses AIR MILES rewaid miles | Which offers growers a one-stop shop for farm 


as an incentive for growers to share informa- business news. The new UGG site is designed 


tion with the Company and to broaden the to provide farmers with grain marketing tips, 


e-mail access to regional service staff, and a 
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oe variety of products and services they purchase 


poner N= 
ding Stock at Work 


fom tice. tool for tracking the value of on-farm crop 


inventories over time. Through these 


In the eyes of prairie farmers, MEETING FARMERS’ features, the site will create distinctive 
UGG is the market leader in malt- BUSINESS value, align ihe Company aavins ye 
barley purchasing. The Company NEEDS IN 1999 ; i 

reinforces this leadership with interests of business-minded farmers 
Sponsorship of research into new [Brice Peel coves CES GH and encourage a productive exchange 
etaaea AL akon for meeting farmers’ business of knowledge with hentia 


needs through product leadership, strategic 


UGG= Uniporkdrvision Became sistent pursuit of these goals across a broader 


prominent sponsor of research at 
Olds College in Olds, Alberta. in weakly differentiated categories, UGG has 


prospered in 1998. In 1999, UGG will be 


alliances and the creation of unique benefits See : 
spectrum of initiatives will continue to produce 


success in the marketplace as UGG rounds out 


the millennium. 
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MANAGENMENT’S DISCUSSION AND ANALYSIS 


he following discussion and analysis should 

be read in conjunction with the financial 
statements and notes to the financial state- 
ments on pages 29 to 39 of this report. Unless 
otherwise indicated, references to years relate to 


the Company's fiscal years ending July 31. 


RESULTS OF OPERATIONS 


Highlights 
Earnings records were achieved in all of the 


Company’s four operating divisions: 


GRAIN HANDLING - only slightly more than 
the previous high in 1996 but with 3.5% less 
grain volume shipped out of the country 


elevator system 


CROP PRODUCTION SERVICES - 9% more 
than the previous high in 1997 


LIVESTOCK SERVICES - 38% more than the 
previous high in 1997 


FARM BUSINESS COMMUNICATIONS - 64% 
more than the previous high in 1997 


Four years of significant growth have also 


produced record consolidated earnings: 


e Earnings before depreciation and amortization, 
interest and taxes - $5.8 million or 11% higher 
in 1998, providing five year compound annual 
growth of 15% since UGG became a public 
Company on July 28, 1993 


e Consolidated operating earnings before interest 
and taxes (and unusual items in 1997) - 
increased by $4.9 million or 13%, with five 


year compound annual growth of 21% 


e Net Income - increased by 40% to $16.3 
million, from $11.7 million (before unusual 
items) in 1997, for five year compound 
annual growth of 17% 


Cash flow from operations also reached a new 
record of $35.9 million in 1998 — an increase 
of $3.1 million or 9.5% over the prior year and 


five year compound annual growth of over 15%. 


Sales 


Sales and revenue from services declined by 
1.8% to $1.89 billion in 1998, from $1.92 
billion in the previous year, lower grain ship- 
ments being only partially offset by increased 
sales and revenue from services in all of the 
Company’s non-regulated businesses — Crop 
Production Services, Livestock Services and 
Farm Business Communications. 

Despite adverse weather in the late sum- 
mer and fall of 1997, which reduced last year’s 
crop below expectations, country grain ship- 
ments increased by 14% in the six months 
ending January 31, 1998. As inventories were 
by then depleted, country shipments during 
the third quarter of 1998 were 2% less than in 
1997 and in the fourth quarter were 44% lower 
— resulting in a drop of 7% for the whole year. 
Country shipments of wheat and barley on 
behalf of The Canadian Wheat Board (CWB or 
the Board) declined by 10% in 1998 but aver- 
age sales value per tonne increased by 4%; 
non-Board grain shipments declined by 1% 
and average sales value per tonne was 11% less 
than in 1997. Terminal handlings were also 


reduced in the last quarter; however, strong 


performance in the first half resulted in full- 
year handlings only 4% lower than in 1997. 
Crop Production Services seed, fertilizer and 
crop protection product sales continued to advance, 
with a further increase of 6%, despite declining 
fertilizer and crop protection product prices. 
Livestock Services feed and ingredient sales 
increased by another 9%, the fifth consecutive 
year of consistent growth. Sales of hog breeding 
stock were comparable to the previous year. 
Farm Business Communications revenue 
also increased again, by 12% in fiscal 1998, 


due to increased advertising. 


Grain Handling and Marketing 


(dollars in thousands) For the years ended July 31 1998 
Value of grain sold $ 1,418,333 
Grain handling revenues $ 115,637 
Divisional earnings before 

interest, taxes and allocation 

of corporate costs $ 28,691 
Country shipments (‘000 tonnes) 4,987 
Terminal handlings (‘000 tonnes) 3,065 


Operating Income before Unusual Items 


Gross profit and revenue from services increased 
by 4.4%, to $230 million from $220 million 
in 1997 with each sector of the Company's 
activities contributing to the increase. A marginal 
increase in Grain Handling was achieved 
despite the 7% reduction in the volume of 
grain handled, the result of improved merchan- 
dising performance. Crop Production Services 


gross profit and revenue from services increased 


by 8%, reflecting higher seed sales and margins 
and improved sales of fertilizers and crop pro- 
tection products at comparable margins to the 
prior year. Margins on hog breeding stock sales 
came under some cyclical pressure but 
Livestock Services gross profit increased by 
14%, reflecting strong feed and ingredient sales 
and margins. Farm Business Communications 
revenue also increased again, by 12%, due to 


increased advertising. 


Operating, general and administrative expenses, 

excluding depreciation and amortization, 

increased by only 2% over the previous year, 
despite increased sales in all the 


Company's business activities 


1 ; ; 
stl other than grain handling. 
$1,485,095 
Depreciation and amortization of 
$ 11558 $17.2 million was 5.5% higher 
than in 1997. 
$ 27,242 Operating income before unusual 
5,376 items, interest and taxes consequently 
3/192 


increased by 13%, to $43.3 million, 
from $38.5 million (before unusual 


items) in the previous year. 


Grain Handling and Marketing earnings increased 
by 5%, to $28.7 million from $27.2 million in 
1997, in spite of the decline in shipments, pri- 


marily due to reductions in operating expenses. 


Crop Production Services earnings were 9% higher 
than the prior year’s, increasing to $20.5 million 
from $18.9 million in 1997, the result of 


increased sales and improved seed margins. 


- Operating income (EBIT) 
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= the year ended July 31 
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Cin Production Services sales | Livestock Services earnings increased for 


and operating income (EBIT) for Crop Production Services 


the fifth consecutive year, by 38% to 


the year ended July 31 La ; aoe (dollars in thousands) For the years ended July 31 1998 WO 
ferstions ef alte $7.2 million in 1998 from $5.3 million 
EBIT Sales in the previous year, again driven by Sales $ 279,113 $263,386 
00 teadily increasing sales volumes Gross Droge 1eyeaue 
= : Sia 8 : from services $ 69,384 $ 64,352 
Farm Business Communications earnings Divisional earnings before 
é ae an ee ee interest, taxes and allocation 
of $2 million were also 64% higher of corporate costs $ 20,540 $ 18,919 
than the $1.2 million in 1997, due 
8 100 to increased advertising revenue and Agri-Industries Ltd. (ADM Agri), a subsidiary 
further operating cost reductions. of Archer Daniels Midland Company (ADM), 
olga | 1 lo and Marubeni Corporation (Marubeni) after 
94 95 96 97 98 Interest 
ss: Operating Income (EBIT) Ia pe: concluding strategic alliances with them in 
= Sales Interest and securitization expenses of $11.4 


ck ‘ ke August and October, 1997. 
million, a reduction of 17% from $13.7 million 


Livestock Services sales and ; ; heed 7 Securitization expenses were $817,000 
operating income (EBIT) for the in 1997, consisted of $5.7 million in securitiza- ; ; ; 
yearendedjuly31 ; . e more than in 1997. Lower CWB inventories 
(millions of dollars) tion expenses and interest of $8.4 million on ; ae 
a : resulted in a reduction of $31.4 million in the 
EBIT Sales long-term debt, less $2.7 million carrying agin rd 
: i average utilization level of the related securiti- 
ap 150 charges recovered in respect of grain purchased ; 
zation programme and the proceeds from the 
on behalf of the CWB. ; ; : 
: share issues to ADM Agri and Marubeni also 
There was no net short-term interest . ; Piira 
os se iaet 69 made it possible to reduce the average utilization 
expense in 1998, compared to $3.9 million in ; } ey * 
level of the Company’s receivables securitization 
the previous year. Average short-term borrowings ae 
2.5 50 - oe programme by $19.7 million. However, short- 
me during the year were minimal as a result of raising ah & I 
: re ay term securitization discount rates averaged 6.2% 
sf . $60 million (net) from issuing shares to ADM : é 
ool 2 ee ee fi in 1998 compared to 3.7% in the pre- 
94 95 96 97 98 ; 
ss Operating Income (EBIT) Livestock Services Me ge) a 
=== Sales | d bt f 
(dollars in thousands) For the years ended July 31 1998 1997, Interest on ong-term ebto 
Feed and other sales $132,085 $120,904 $8.4 million was $0.5 million lower 
Livestock sales 13,134 12,899 than in 1997. Although there was 
Total sales $145,219 $133,803 ~—-Wittuaily no change in long-term 
Groce promt Snevenue financing arrangements, the expense 
from services Sesl2 (ase 2303 reduction reflects capitalization of 
Divisional earnings before long-term interest on capital expendi- 
interest, taxes and allocation . : 
of corporate costs $ 7247 $ 5,266 ture projects 1n progress. 


Carrying charges recovered from 


the CWB in respect of grain purchased on their 
behalf were reduced by $1.2 million, to $2.7 
million in 1998. The average level of inventory 
held for the account of the CWB was 40% 
lower in 1998 than in the preceding year, par- 
tially offset by an increase of 0.9% in the aver- 
age carrying charge recovered from the Board. 
The substantial increase in operating income, 
combined with the reduction in interest and 
securitization expenses, has improved interest 
coverage (the ratio of operating income before 
unusual items to interest and securitization 
expenses) to 3.8 times in 1998 compared to 2.8 
times in 1997. The ratio of operating earnings 
before depreciation and amortization to interest 
and securitization expenses increased to 5.3 


times from 4. 


Earnings before Income Taxes 


Pre-tax income increased by 29%, to $31.9 million 


Divisional Operating Results 


(dollars in thousands) For the years ended July 31 19D USI 


Gross profit and revenue from services 


from $24.7 million before unusual items in 1997. 
Two unusual, non-recurring expenses, totalling 
$4.5 million pre-tax, were incurred in 1997 and 
there were no such charges in 1998. Compared 
to the previous year's pre-tax earnings after 

unusual expenses, 1998 earnings before income 


taxes were $11.7 million, or 58% higher. 


Income Taxes 


The tax charge in 1998 represents an effective 
rate of 48.8% (1997 - 55.2%), as detailed in 
Note 17 to the financial statements. The effec- 
tive rate in both years includes a provision for 
Federal Large Corporation Capital Tax (LCCT) 
which levies a flat rate on capital employed at 
the end of the year. The impact of this tax on 
the effective rate was substantially lessened in 
1998, due to the increase in earnings and the 
application of a Federal surtax credit which 


reduced the absolute amount of LCCT payable. 


Net Earnings for the Year 


Net earnings in 1998 of $16.3 million, or 


$0.91 per share, were $4.6 million, or 


Grain Handling & Marketing $115,637 $ 115,513 40% higher than the previous year's net 
Crop Production Services 6334 2 earnings of $11.7 million, or $0.89 per 
Livestock Services 31,275 27,355 . 
Farm Business Communications 9,674 8,664 share, before unusual nee The sub- 
Corporate and Other 3,695 4,156 stantial increase in net earnings had 
$229,665 $220,040 only a marginal effect on earnings per 
share due to the increase in share capi- 
Operating income (loss) before unusual items , ; 
gio ie tal referred to immediately below. After 
Grain Handling & Marketing $128,691, $. 27,242 i I £$2.6 milli 
Crop Production Services 20,540 18,918 TO irr ee eta) Ee age See 
Livestock Services 7,247 5,266 net of tax, in 1997, which reduced net 
Farm Business Communications 1,979 1,206 earnings to $9.1 million, or $0.66 per 
15,122 14,180 ts ee 
Boe eS ( ( share, net earnings in 1998 represent 
$ 43/335) 3) 38,452 


an increase of 80%. 
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Earnings per share for 
the year ended July 31 
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LIQUIDITY AND CAPITAL RESOURCES 


Share Capital 


In August, 1997 the Company issued 4,828,320 
limited voting common shares to ADM Agri, and 
ADM Agri converted a debenture issued in May, 
1997 into 2,207,250 limited voting common 
shares, both at a price of $16 per share. In 
September, 1997 the Company re-purchased 
3,908,650 of its limited voting common shares 
at $16 per share. In October, 1997 the Company 
issued 750,000 limited voting common shares 
to Marubeni at $16 per share. These transactions, 
which have increased the Company’s limited 
voting common shares outstanding by 31% dur- 
ing the year, were concluded as part of broader 
strategic alliances with ADM and Marubeni. 
The net proceeds to the Company were $60 
million and resulted in ADM Agri owning 42% 
and Marubeni 4.5% of the Company’s limited 


voting common shares at July 31, 1998. 


Short-term Debt 


The Company has a revolving line of credit with 
three Canadian chartered banks which enables it 
to borrow amounts based on qualifying accounts 
receivable and inventories to a maximum of 
$200 million. Loans under this facility are secured 
by an assignment of accounts receivable and 
inventories. The banking facilities require the 
Company to maintain a working capital ratio 
of more than 1.1 to 1 and shareholders’ equity 
greater than $100 million. At July 31, 1998 the 
working capital ratio was 2 : 1 and shareholders’ 


equity was $235 million. 


At July 31, 1998 the Company had operating 
and other short-term loans outstanding of $1.7 
million, a reduction of $17.3 million from a 
year earlier, resulting primarily from the issues 
of shares to ADM and Marubeni. 


Securitization 

The Company has securitized (or sold on a 
revolving, limited recourse basis) up to $150 
million of its trade accounts receivable. The 
Company has also securitized up to $150 million 
receivable in respect of its right to proceeds from 
the delivery of grain held in accordance with a 
contract between the Company and the CWB. 
These securitization programmes resulted in a 
reduction in short-term borrowings of $173 
million at July 31, 1998, compared to $218 
million a year earlier. Under the terms of the 
securitization agreements, the Company remains 
responsible for administering the receivables 
and delivering the grain on behalf of the 
purchasers. Customers and the CWB therefore 


remain unaffected by the transactions. 


Long-term Debt 
Long-term debt, including the current portion, was 
$100.2 million at July 31, 1998 and 1997. The loan 


is repayable over six years beginning in 2001. 


Working Capital 


Accounts receivable and prepaid expenses were 
reduced by $5.4 million, to $88.3 million, during 
the year and the amount obtained from securi- 
tizing receivables declined by $4.7 million, to 
$126.2 million. 


Inventory held on behalf of the CWB and 
not securitized fell by $11.5 million to $5.5 
million at July 31, 1998. The amount received 
from securitization relating to grain purchased 
on behalf of the CWB also declined by $39.9 
million to $46.8 million. Company-owned 
grain inventory increased by $1.2 million to 
$28 million. Other inventories increased by 
$24.9 million to $102.8 million. 

Payables and accruals decreased by $9.9 
million to $83.5 million during 1998. 


Capital Expenditure and Acquisitions 


Capital expenditure in 1998 totalled $41.2 million 
compared to $21.9 million in the previous year. 
Some $24.2 million was spent on country 
elevators and farm supply centres, including 
construction of high-throughput elevators at 
Camrose, Carseland and Rycroft in Alberta, 
Shoal Lake in Manitoba and Valparaiso in 
Saskatchewan; expansion of existing high- 
throughput elevators at Dundonald in Manitoba 
and Congress, Dixon and Melville in 
Saskatchewan; and major upgrades of conven- 
tional elevators at Killam in Alberta, Hargrave 
in Manitoba and Biggar, Carrot River, Redvers 
and Wilkie in Saskatchewan. 

In addition, B.C. Fletcher & Associates Inc., 
Cropland Agri Services Ltd., Delia Agro Ltd., 
Flagstaff Fertilizers Ltd., and Tedlen Holdings Ltd., 
and the assets of Agri-Tech Farm Supply Inc., 
McKay Soil Services and R. Olineck Enterprises, 
were acquired during the course of the year at 
a total cost of $12.6 million. 


As previously indicated, in order to maintain 


and improve its competitive position, UGG plans 


- & current ratio* as at 


to continue to invest in infrastructure modern- "year ended July 31 


ization at a rate which considerably exceeds pees 
ebt/ne: 


assets (%) 


depreciation for a number of years. The strategic 
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alliances with ADM and Marubeni and their related 2 
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investments in UGG have enabled the Company ue 
to accelerate its capital expenditure programme. 50 
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The Company manages risk and risk exposures 


through a combination of insurance, derivative 


financial instruments, its system of internal 
~e- Total debt to net assets 
=e Current ratio 


controls and sound operating practices. 
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Total debt to net assets* 
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ratio 


2.5 


2.0 
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*Excluding securitized receivables 


The effect of weather conditions on farm & excluding CWB inventory 
output represents a significant operating risk to ee 
: Capital expenditures & 
the volume of grain handled and related revenues 
; for the year ended July 3 
earned at country elevators and port terminals. 
; > ; illi fF doll 
Weather, the market prices of grain, total volume of i ge iar 
ie) 

grain production and mix of Board and non-Board 

: F 2) 
grain produced, in turn affect the volumes 


5 F : 40 
and mix of crop production input sales. The 


Company’s elevators and crop input distribution im 
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facilities are geographically dispersed throughout 


re 5 


the prairie provinces, diversifying the exposure 10 
to some of these risks. o_E i ee Ee 
94 95 96 97 98 
Exposure to inventory losses is managed es Canin eee 
Acquisitions 


through a variety of quality control processes, “> Depreciation 
inventory management and shipping practices, 

ongoing staff training and facilities manage- 

ment and maintenance. The Company employs 

a number of different insuring and retention 

arrangements to actively manage its property, 

business interruption, boiler, marine, liability, fidelity, 

environmental, surety, employee accident and auto- 


mobile risks and minimize the overall, long-term 


acquisitions and depreciation 
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cost. The Company complies with environmental 
regulations and uses special storage facilities and 
transportation methods to manage exposures 
from certain environmental hazards associated 
with the storage and handling of fertilizers and 
crop protection products. 

UGG uses derivative financial instruments 
to manage market risks resulting from fluctuations 
in underlying interest rates, foreign exchange rates 
and commodity prices. Fundamentally, UGG 
attempts to mitigate risk wherever possible. Where 
available, derivative instruments are effective in 
minimizing these risks by creating essentially 
equal and offsetting market exposures. The 
derivative financial instruments held by UGG are 
principally held for purposes other than trading. 
If UGG did not use financial instruments, its 


exposure to market risk would be higher. 


Risk Management 


The Company's Risk Management Committee 
(consisting of the Chief Executive and Chief 
Financial Officers and a number of senior man- 
agers of the Company) is responsible for identi- 
fying the risks faced by the Company, determining 
the materiality of those risks and recommending 
appropriate policies to the Board of Directors to 
reasonably contain the risks which can be managed. 
The Committee also provides direction to 
management on risk management strategies, 
the use of risk management products, specific 
exposure limits and approved counterparties 
and determines that responsibility for specific 
risks is clearly delegated and that there are 


appropriate internal controls and monitoring 


systems in place to ensure that defined policies 


and procedures are adhered to. 


Market Risk 


The largest single source of the Company's 
revenue is Grain Handling and Marketing. 
Earnings in this sector of the business fluctuate 
in relation to the volume of grain handled and 
the margin earned on merchandising open market 
(non-Board) grains. In the case of Board grains, 
the Company earns storage and handling tariffs 
from the CWB which are established indepen- 
dently of the market price for the grain. Board 
grains represented 64% of total grain handled 
by UGG in 1998 (66% in 1997). 

The Company utilizes exchange traded 
futures contracts wherever possible to manage 
the exposure associated with fluctuations in the 
cash price of non-Board grains. In so doing, the 
Company assumes a basis risk to the extent that 
the two do not change by directly equivalent 
amounts. Where exchange traded futures for a 
particular commodity are not available or where 
the liquidity of a particular exchange traded 
future is volatile, UGG develops cross hedges 
using futures contracts for similar or related 
products. While the utilization of such hedges 
reduces exposure to price risk, exposure to basis 
risk increases, although not proportionately. The 
Company retains any remaining commodity risks. 

The Company also employs forward sales 
contracts to hedge prices for the sale of grain, 
forages and special crops, forward purchase 
contracts to fix costs of supply of livestock feed 
inputs and prepaid purchases of crop production 


inputs with future delivery dates. 


Foreign Exchange Risk 


As a significant portion of the Company’s net 
revenues are effectively denominated in U.S. 
dollars, the Company enters into forward 


exchange contracts to hedge this exposure. 


Interest Rate Risk 


To mitigate this risk, the Company's term loan 
of $100 million, which carries a floating interest 
rate, has been fixed through an interest rate swap 
with a Schedule A bank at an average rate of 9% 
for the term of the loan. The Company has 

also hedged part of its exposure to fluctuations in 
short-term interest rates and securitization 
expenses by placing interest rate swaps with 
Schedule A banks, on $40 million at 6.8% with 
an average term at July 31, 1998 of 2.5 years. 
The Company also manages the interest rate 
term risk on its short-term borrowings by using 
a combination of cash instruments, futures, 


options and forward rate agreements. 


Credit Risk 


UGG is exposed to credit risk in the event of 
non-performance by its counterparties. However, 
the Company enters into over-the-counter 
derivative contracts only with pre-authorized 
counterparties where agreements are in place. 
UGG monitors the credit ratings of its counter- 
parties on an ongoing basis and no provision has 
been made in respect of credit losses on derivative 
contracts as UGG does not anticipate any non- 
performance. The Company also requires addi- 


tional collateral in the form of letters of credit 


or cash deposits where large grain sale contracts 
with a particular customer potentially involve 
concentration of risk. 

Exchange traded futures contracts used to 
hedge future revenues in the Company’s grain 
business are not subject to any significant credit 
risk as the changes in contract positions are 
settled daily. 

Trade receivables generated by producer 
customers represent a significant portion of the 
Company's outstanding receivables. UGG man- 
ages its exposure to potential credit risk in respect of 
its remaining receivables contracts through a rig- 
orous analysis of outstanding positions, payment 
and loss history, and ongoing credit reviews of 
all significant contracts. The large number, wide 
geographical distribution and absence of signif- 
icant financial concentration of such receivables also 
limits the Company's exposure to credit risk which 
is further mitigated by the significant proportion 
of its producer customers who are also suppliers 
of grain, allowing UGG to set-off against deliv- 
eries received from them. The Company also 
insures a portion of its trade receivables through 


the Export Development Corporation. 


Regulatory Environment 

Risks and uncertainties associated with world 
grain markets affect a country’s and company’s 
ability to compete. Specifically, the following 
are the more significant factors which may 


affect international grain trade: 


e WIO (World Trade Organization) rules and 
compliance with the 1994 GATT agreement 
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e Economic aid and political stability of grain 


producing and importing nations 


e Changes in the levels of subsidies paid by 
governments to domestic producers in the 


various grain exporting nations 


A number of changes to this environment 
have been reported in quarterly and annual 
reports to shareholders in recent years, most of 
which offer a favourable outlook for Canadian 
grain producers and associated businesses. 

The Canadian grain industry and rail trans- 
portation, upon which the industry depends, are 
highly regulated. Deregulation has, however, been 
taking place for a number of years, mainly in 
ways which UGG anticipated and has positioned 
itself to take advantage of. Rail transportation 
policy is also presently under review by the 
Hon. Justice Willard Estey. Nevertheless, delays 
in further liberalization of grain trading and 
transportation regulations could adversely affect 
the Company's ability to fully achieve potential 


gains in market share and profitability. 


COMPETITION 


Grain Handling 


UGG - with an approximate market share of 15% 
— has several competitors in the Canadian grain- 
handling industry, principally: Saskatchewan Wheat 
Pool, with about 30% market share; Agricore 
(the recently announced merger of Alberta Wheat 
Pool and Manitoba Pool Elevators), with roughly 
25% market share; and James Richardson 


International, Cargill Limited and a number of 
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smaller companies, each with 10% or less of the 
Canadian grain market. Under the current regu- 
lated rail car allocation system, year-to-year changes 
in companies’ market shares are extremely limited. 
Over the past 40 years, while the volume 
of grain handled has increased steadily, the 
number of elevator facilities operating across 
the prairies has dropped significantly — part of 
an ongoing process of rationalization within 
the industry. UGG’s relatively high and contin- 
uing investment in its country elevator system 
enables the Company to increase handling 
capacity and lower handling and transportation 
costs per tonne. UGG’s elevators are also geo- 
graphically dispersed across the prairies, broad- 
ening its access to the market, the variety of 
grains it can source and minimizing its risk 


from regionally adverse growing conditions. 


Crop Inputs 

UGG’s Crop Production Services division com- 
petes against other grain companies, international 
seed companies and numerous independent 
retailers in supplying seed, fertilizers and crop 
protection products to farmers. The development 
of a variety of distinctive new seed products, 
sold under the Proven® Seed brand, combined 
with attractive contracting programmes offered 
to farmer customers, differentiate the products 


and services provided by UGG. 


Livestock Services 
The Livestock Services division competes with 
public and private grain and food companies, 


swine breeding stock suppliers and independent 


retailers. Competition is strong and there is 
ongoing consolidation of the industry through 
mergers, acquisitions and mill shutdowns. The 
benefits of improved volumes, plant operating 
efficiencies and margins, resulting in part from the 
1993 rationalization of UGG’s feed mill opera- 
tions and augmented by the acquisition in 1995 
of two additional feed mills, are being demon- 
strated in compound annual growth in operating 


earnings of 44% during the last five years. 


THE YEAR 2000 


As indicated in note 12 to the financial state- 
ments, many computerized systems may, 
unless they are modified, malfunction in the 
years 1999 or 2000. This potential problem and 
the risk it represents to many organizations’ 
normal business operations has received wide- 
spread publicity recently, generally referred to 
as the “Year 2000” or “Y2K” issue. 

Because the use of computerized systems 
throughout the Company, its customers, suppliers 
and other entities on whom it relies to conduct 
business is now so pervasive, it is impossible to 
provide unqualified assurance that all aspects of 
the Year 2000 issue will be fully resolved before 
the dates on which any problems become apparent 
if they remain uncorrected, particularly in relation 
to the performance of third parties. 

UGG believes it has taken timely action in 
response to this issue, having recognized and 
started taking steps to address it in the early 1990s. 
Since 1993 all new software development has 
been Year 2000 compliant. For strategic business 


reasons, the Company’s mainframe computer 


was replaced with a cluster of client server-enabled 
processors in 1994, and this conversion addressed 
many of the issues associated with the Year 2000. 
All new computer hardware acquisitions since 
1996 have also been required to meet the same 
standards of compliance. In 1997 a project was 
initiated to review all internal production systems 
to determine their state of Year 2000 readiness 
and prepare a schedule for remediation which 
is currently proceeding according to planned 
completion dates in December, 1998 and March, 
1999. Plans scheduled for completion by August, 
1999 have also been developed to address the 
Year 2000 issue in relation to the Company's 
process control computers and other devices 
containing embedded chips using date informa- 
tion. Consequently, the Company currently 
believes that the cost of remedying its own 
“legacy systems” (remaining software which has 
not been either replaced or upgraded to be Year 
2000 compliant) and the cost of replacing its non- 
compliant hardware, solely to satisfy the require- 
ments of the Year 2000, will not be material. 
The Company is also conducting a review of 
the key companies with whom it does business, 
requesting, by October 31, 1998, confirmation of, 
or plans for their readiness for the Year 2000 with 
respect to the continuation of the supply of and 
payment for products and services and other 
business transactions on a timely basis. Where 
the Company relies on electronic data interchange 
with suppliers or customers, it is also testing the 
software as it is modified to become Year 2000 
compliant; it is currently expected that such 


testing will be completed by December 31, 1998. 
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MANAGEMENT'S RESPONSIBILITY FOR FINANCIAL REPORTING 


The management of United Grain Growers Limited is 
responsible for the preparation and presentation of the 
accompanying financial statements and all of the 
information contained in this annual report. The financial 
statements have been prepared by management in accordance 
with generally accepted accounting principles which 
recognize the necessity of relying on management's judgment 
and best estimates. Financial information contained 
throughout this annual report is consistent with these 
financial statements. 

To fulfill its responsibility and ensure integrity of financial 
reporting, management maintains a system of internal 
accounting controls and an internal audit department to 
review systems and controls on a regular basis. These 
controls, which include a comprehensive planning system 
and timely reporting of periodic financial information, are 
designed to provide reasonable assurance that the financial 


records are reliable and form a proper basis for the accurate 


preparation of financial statements. 


AUDITORS’ REPORT 


To the Shareholders of United Grain Growers Limited: 

We have examined the consolidated balance sheets of 
United Grain Growers Limited as at July 31,1998 and 1997 
and the consolidated statements of earnings and retained 
earnings and changes in financial position for the years 
then ended. These financial statements are the responsibility 
of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on 
our audits. 

We conducted our audits in accordance with generally 
accepted auditing standards. Those standards require that 
we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the 


financial statements. An audit also includes assessing the 


Final responsibility for the financial statements and 
their presentation to shareholders rests with the Board of 
Directors. The Audit Committee of the Board of Directors, 
consisting of non-management directors, oversees 
management's preparation of financial statements and 
financial control of operations. The Audit Committee 
meets separately with management, the Company's internal 
auditors, and the Company's independent auditors, 
PricewaterhouseCoopers, to review the financial statements 


and recommend approval by the Board of Directors. 


Brian Hayward, Chief Executive Officer 


Y WN Ore 
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Peter G. M. Cox, Chief Financial Officer 
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accounting principles and significant estimates made by 
management, as well as evaluating the overall financial 
statement presentation. 

In our opinion, these financial statements present fairly, 
in all material respects, the financial position of the 
Company as at July 31, 1998 and 1997 and the results of its 
operations and the changes in its financial position for the 
years then ended in accordance with generally accepted 


accounting principles. 


Chartered Accountants 


Winnipeg, Canada 
September 16, 1998 
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CONSOLIDATED BALANCE SHEETS 


As at July 31 (in thousands) 1998 1997 


Assets 


Current Assets 


Cash $ 31,069 Soo OS 7. 
Deposits — The Canadian Wheat Board 15,797 19/198 
Accounts receivable and prepaid expenses (note 4) 88,288 93,642 
Inventories (note 5) 136,226 121717 
271,380 284,694 

Capital Assets (note 6) 226,304 193,525 
Other Assets (note 7) 17/525: iL IS 
$ 515,209 $ 489,214 


Liabilities and Shareholders’ Equity 


Current Liabilities 


Bank and other loans (note 9) $ 1,675 $7 38,953 
Unpresented grain and other cheques 44,593 66,147 
Accounts payable and accrued expenses 83,520 93,435 
Dividends payable D2 4,321 
Current portion of long-term debt (note 10) 145 48 
133,225 182,904 

Long-term Debt (note 10) 100,034 100,179 
Deferred Income Taxes 45,339 44,841 


Shareholders’ Equity 


Share capital (note 16) 158,687 96,406 
Retained earnings 75,924 64,884 
234,611 161,290 
$ 515,209 $ 489,214 

Approved by the Board: 


ab All ae 


Ted Allen, Director Bryan Perkins, Director 


Depreciation and amortization 


Unusual items (note 19) 


Unusual items 


Dividends 


Neen ues foee DS 
CONSOLIDATED STATEMENTS 
EARNINGS AND RETAINED | 
For the years ended July 31 (in thousands) 1998 997 
Sales and revenue from services (note 13) $1,887,284 $'1°921,296 
Gross profit and revenue from services 229,665 220,040 
Operating, general and administrative expenses (169,088) (1657252) 
Earnings before interest, taxes and depreciation 60,577 54,788 
(17,242) (16,336) 
Interest and securitization expenses (note 15) (11,409) (13,708) 
Earnings before income taxes and unusual items 31,926 24,744 
z (4,521) 
Recovery of (provision for) income taxes on: (note 17) 
- 17875 
Earnings before unusual items (15,594) (13,039) 
Net earnings for the year (note 1) 16,332 97059) 
Retained earnings, beginning of year 64,884 60,146 
(5,292) (4,321) 
$ 75,924 $ 64,884 


Retained earnings, end of year 


Sul 


CONSOLIDATED STATEMENTS OF 
CHANGES IN FINANCIAL POSITION 


For the years ended July 31 (in thousands) 1998 1997 


Funds provided by (used in) 


Operations 
Net earnings for the year $ 16,332 $ 9,059 
Depreciation and amortization 17,242 16,336 
Deferred pension expense (recovery) (625) 200 
Deferred income taxes and investment tax credits 17557 6,083 
Loss on disposal of capital assets 1,365 1,092 
Cash flow provided by operations 35,871 32700 
Changes in: 
Accounts receivable and prepaid expenses 6,367 4,146 
Grain held for the account of the CWB 11,535 117595 
Other inventories (22,108) 48,059 
Accounts payable and other liabilities (13,593) 7,773 
Net funds provided by operations 18,072 104,343 


Investing activities 


Business acquisitions (note 3) (12,560) - 
Capital asset expenditures (41,200) (21,904) 
Proceeds from disposal of capital assets, net 1,333 2 D2 
Increase in other assets (3,254) (13:79) 
(55,681) (21,131) 
Financing activities 
Increase (decrease) in long-term debt (145) Ba. 
Share capital issued, net 61,359 22,858 
Dividends (5,292) (4,321) 
597922 18,594 
Increase in funds for short-term financing (see note below) 18,313 101,806 
Short-term financing 
At beginning of year (15,813) (117,619) 
Net short-term debt assumed (note 3) (2,047) - 
At end of year $ 453 $ (15,813) 


Note: Short-term financing is defined as cash and deposits with The Canadian Wheat Board (CWB) less bank and other loans, 
unpresented grain and other cheques and the current portion of long-term debt. 


The short-term financing balance arises primarily from net short-term borrowings used to finance accounts receivable, farm 


supplies, seed, feed and livestock inventories, Company-owned grain and grain held for the account of the CWB, which is not 
securitized. 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


NINGS PER SHARE 


For the years ended July 31 1998 IS97 
Earnings per share before unusual 

items, net of tax $ 0.91 $ 0.89 
Unusual items per share, net of tax - (0123) 
Earnings per share $ 0.91 $ 0.66 


Earnings per share is derived by deducting annual dividends on preferred shares 
from earnings for the year, and dividing this total by the weighted average of 
limited voting common shares outstanding during the year. 


For the years ended July 31 1998 L997 
Cash flow per share before unusual 

items, net of tax $ 2.08 $ 2.89 
Unusual items per share, net of tax - (023) 
Cash flow per share $ 2.08 $ 2.66 


Cash flow per share is derived by deducting annual dividends on preferred shares 
from cash flow provided by operations, and dividing this total by the weighted 
average of limited voting common shares outstanding during the year. 


jNIFICANT ACCOUNTING POLICIES 


Principles of Consolidation 


The consolidated financial statements include the accounts 
of United Grain Growers Limited (“the Company”) and its 
wholly owned subsidiaries: 


© 60854 Manitoba Corporation, which owns 0417025 
Manitoba Ltd., operating as Hart Feeds & Farm Supply 


e B.C. Fletcher & Associates Inc. and Cropland Agri Services 
Ltd. 


e Delia Agro Ltd. 
e Flagstaff Fertilizers Ltd. 
e Tedlen Holdings Ltd. 


Revenue Recognition 


Revenue is recognized upon shipment of goods or provision 
of services. 


Derivative Financial Instruments 


Derivative financial instruments are used by the Company 
to reduce its exposure to fluctuations in interest rates, foreign 
currency exchange rates and commodity prices. In the normal 
course, the Company does not hold or issue derivative 
financial instruments for trading purposes. 


Interest Rate Swap Contracts —- The differentials to be 
received or paid under interest rate contracts are recognized 


in income over the life of the contracts as adjustments to 
interest expense. Gains and losses on termination of 
contracts are deferred and amortized to income over the 
remaining life of the contract or the related debt, whichever 
is earlier. 


Foreign Exchange Contracts — Gains and losses on 
contracts designated as hedges of existing assets and liabilities 
are used to offset gains and losses resulting from the under- 
lying hedged transactions. The foreign exchange contracts 
and the underlying hedged assets are marked to market 
monthly and the resulting gains and losses are netted and 
recognized as a current period transaction. 


Inventories 


Amounts receivable in respect of grain held for the account 
of The Canadian Wheat Board, in accordance with the terms 
of a handling agreement between the parties, are valued on 
the basis of Board initial prices less handling costs. 


Company-owned grain inventories include both hedged 
and non-hedged commodities. Hedgeable grain inventories 
are valued on the basis of closing market quotations less 
handling costs and also reflect gains and losses on open 
grain purchase and sale contracts to the extent these positions 
have been hedged. Non-hedgeable grains are valued at the 
lower of cost or market. 


Farm supplies, seed, feed and livestock inventories are 
valued at the lower of cost or net realizable value. 


Capital Assets 


Capital assets are recorded at cost, which includes interest 

incurred during major construction projects, reduced by 

investment tax credits claimed. The Company uses a combi- 

nation of straight line and diminishing balance methods of 

providing depreciation over the estimated useful lives of 

the assets as follows: 

e Country elevator, feed mill and warehouse properties and 
equipment - 6% to 10% Diminishing Balance 

e High-throughput elevator properties and equipment - 2% 
to 5% Straight Line 


e Terminal elevator properties and equipment - 2% to 10% 
Straight Line 


e Specified computer equipment - 20% Straight Line 


e Other equipment, furniture and fixtures - 20% 
Diminishing Balance 
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THE CONSOLIDATED FINANCIAL STATEMENTS 


Other Assets 


Deferred Charges - Deferred systems development costs 
related to the cost of developing major new computer systems 
are amortized over a 36-month period. 


Deferred varietal development costs incurred to develop 
canola hybrids and varieties and expended under agreements 
for the development of proprietary seed varieties are 
amortized over a four year period. 

Deferred swine breeding development costs related to 

T™ 


the establishment of Unipork Genetics,™ a swine breeding 
operation, are amortized over five years. 


Deferred pension costs represent pension funding in 
excess of pension costs. 


Deferred financing costs related to the acquisition of a 
long-term credit facility are amortized over the term of the 
facility. 

Trade Investments — The investment in Prince Rupert 
Grain Terminal is accounted for at cost less accumulated 
amottization, investment tax credits and capital repayments. 
The Company's share of ownership of the Prince Rupert 
Grain Terminal can change from time to time based on the 
amount of grain shipped to this facility. Currently it is 16.3% 
(1997 - 16.3%). 


Intangible Assets — Intangible assets includes contracts, 
customer and supplier lists, leases and goodwill, which are 
amortized on a straight-line basis over ten years. Goodwill 
represents the excess of the purchase price over the fair values 
assigned to identifiable net assets acquired. The Company 
assesses whether there has been a permanent impairment in 
the carrying value of goodwill based on the fair value of the 
related business operations. 


BUSINESS ACQUISITIONS 


During 1998, the Company acquired 100% of the shares, 
net assets and business operations of B.C. Fletcher & 
Associates Inc. and Cropland Agri Services Ltd. (April 7, 
1998), Delia Agro Ltd. (March 27, 1998), Flagstaff Fertilizers 
Ltd. (April 18, 1998), and Tedlen Holdings Ltd. (March 31, 
1998). The Company also acquired the net assets and busi- 
ness operations of Agri-Tech Farm Supply Inc. (January 30, 
1998), McKay Soil Services Ltd. (March 31, 1998), and R. 
Olineck Enterprises Ltd. (February 26, 1998). The acquisi- 


tions were accounted for under the purchase method, and 
the results of operations of these businesses are included in 
the consolidated financial statements from the respective 
dates of acquisition. 


These transactions are summarized as follows: 


As at July 31 (in thousands) 1998 
Net assets acquired 
Receivables, inventories and capital assets $ 13,543 
Intangible assets py elys 
Liabilities assumed (4,653) 
Net short-term debt assumed (2,047) 
Cash consideration $ 12,560 


ACCOUNTS RECEIVABLE 


The Company has an agreement with a financial institution 
(“the Purchaser”) under which the Company has the right 
to sell, on a limited recourse basis, up to $150 million of 
undivided interests in certain trade accounts receivable on 
a revolving basis (“securitized amounts”). The agreement 
expires on August 1, 2000, although it may be terminated 
at an earlier date by either party. The agreement may also 
be extended by the Purchaser with the Company's consent. 
Under the sale agreement, the Company is responsible for 
the administration of the accounts receivable. 


Accounts receivable are reported net of securitized 
amounts of $139 million (1997 - $144 million) less a hold- 
back of $12.6 million (1997 - $13.1 million). The net cost 
of these transactions is included in interest and securitization 
expenses in the consolidated statements of earnings and 
retained earnings. 


Concentrations of credit risk on trade accounts and notes 
due from customers are indicated in the following table by 
the percentage of the total balance receivable from customers 
in the specified categories. 


As at July 31 1998 1997 
Grain Handling 10% 21% 
Crop Production Services 78% 69% 


Other 12% 10% 


VENTORIES 


Grain held for the account of The Canadian Wheat Board 
represents the amount receivable in respect of grain purchased 
on the Board’s behalf. The Company has an agreement with 
a financial institution (“the Purchaser”) under which the 
Company may sell, with limited recourse on a revolving basis 
up to $150 million, the right to receive proceeds arising 
from the delivery of grains that are held in accordance with 
a grain handling contract between the Company and The 
Canadian Wheat Board (“securitized amounts”). The agree- 
ment with the Purchaser expires on August 1, 2001, although 
it may be terminated at an earlier date by either party. Under 
the terms of the agreement, the Company is responsible for 
fulfilling its obligations under the grain handling contract 
entered into with The Canadian Wheat Board. 


TAL ASSETS. 


As at July 31 (in thousands) 


The grain held for the account of The Canadian Wheat 
Board is reported net of securitized amounts of $46.8 million 
(1997 - $86.8 million). The net cost of these transactions is 
included in interest and securitization expenses in the 
consolidated statements of earnings and retained earnings. 


Inventory is comprised of the following: 
As at July 31 (in thousands) 1998 LS) 


Grain held for the account of 
The Canadian Wheat Board, net $ 5,473 $ 17,008 


Company-owned grain ZT T= | 26790 
Farm supplies, seed, feed and livestock 102,776 77,912 


$136,226 $121,717 


1998 1997 


Accumulated 
Depreciation 


Accumulated 
Cost Depreciation Cost 


Country elevator, feed mill and warehouse 
properties and equipment , 


Terminal elevator properties and equipment 
Other equipment 
Properties under capital lease 


Net book value 


)THER ASSETS 
As at July 31 (in thousands) 1998 I9N7 
Deferred Charges: 
Systems development costs $2, 042-53. 1,771 
Varietal development costs a) Shey 2,387 
Swine breeding development costs 2,017 2,605 
Pension costs 4,325 3,700 
Financing and other costs 354 657 
Trade Investments ye 77 
Intangible Assets 5893 - 


aloe e197 


$ 236,372 $ 85,944 $ 214,628 $ 86,506 
119,283 77,013 118,331 74,045 
52,995 19,389 34,252 13,443 

- = 1,065 959 

$ 408,650 $ 182,346 $ 368,276 Sly 4,953 

$ 226,304 $72193/323 


The Company maintains two contributory defined benefit 
pension plans which provide pensions based on length of 
service and final average earnings. The costs of pension 
benefits, value of pension fund assets and the present value 
of pension benefit obligations were based on management's 
best estimate assumptions. Pension fund assets are valued 
using a moving average method which recognizes changes in 
the market value of the investment portfolio over a five year 
period in order to reflect long-term market trends rather 
than short-term fluctuations. The estimated present value at 
July 31, 1998 of the accumulated benefits of the plans was 
$104,000,000 (1997 - $102,000,000) and the estimated net 
assets available to provide for these benefits amounted to 
$125,000,000 (1997 - $116,000,000). 
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BANK AND OTHER LOANS 


The Company has a revolving credit facility based on bankers 
acceptances and prime rates with three Canadian chartered 
banks for up to the lesser of $200 million or a margin based 
on qualifying receivables and inventories. Inventories and 
certain accounts receivable have been pledged as security for 
bank loans. 


LONG-TERM DEBT 


Long-term debt is comprised of the following: 


As at July 31 (in thousands) 1998 1997 

Term loan $ 100,000 $ 100,000 
Promissory notes 179 22% 
Total term debt 100,179 100,227 
Less: current portion 145 48 


$ 100,034 §$ 100,179 


The floating rate term loan at 6.16% (1997 - 5.77%) is 
repayable in equal instalments of $14 million commencing 
in 2001, with the balance payable in 2006, and is secured 

by a demand debenture for $150 million, which includes a 
fixed charge on the Vancouver terminal facility and a floating 
charge over all other assets. Promissory notes are repayable 
within five years. The fair value of long-term debt approxi- 
mates its carrying amounts. 


Interest rate swaps of $100 million at 8.87% (1997 - 
$100 million at 8.87%) are used to hedge the floating interest 
rate component of long-term debt. The fair value of the 
interest rate swap obligation is $9.87 million as at July 31, 
1998 (1997 - $12.02 million). The interest rate swaps are 
with Schedule A banks. 


COMMITMENTS AND CONTINGENCIES 


The Company has operating leases, with terms ranging up to 
17 years, for office premises and equipment, various storage 
facilities and sites, application equipment and licensed 


vehicles under leases. Future minimum payments under 
these leases are as follows: 
As at July 31 (in thousands) 


1999 $ 9,041 
2000 7,431 
2001 6,318 
2002 3,842 
2003 3,057 
After 2003 8,662 

Sy 38301 


As of July 31, 1998 there are several claims against the 
Company in varying amounts for which no provisions in 
the financial statements are considered necessary. It is not 
possible to determine the amounts that may ultimately be 
assessed against the Company with respect to these claims, 
but management believes that any such amounts would not 
have a material impact on the business or financial position 
of the Company. 


THE YEAR 2000 ISSUE 


Many computerized systems use two digits rather than four 
to identify a year. As a result, date-sensitive systems may, 
unless they are modified, recognize the year 2000 as 1900 or 
some other date, resulting in errors when information using 
year 2000 dates is processed. In addition, similar problems 
may arise next year in some systems which use the two digit 
code “99" to represent something other than a date. The 
effects of this Year 2000 issue may be experienced before, on, 
or after January 1, 2000 and, if not addressed, the impact on 
operations and financial reporting may range from minor 
errors to significant systems failures which could affect some 
organizations’ ability to conduct normal business operations. 


It is not possible to be certain that all aspects of the Year 
2000 issue affecting the Company, including those related to 
the efforts of customers, suppliers, or other third parties, will 
be fully resolved. The Company has been and is continuing 
to review and make modifications to its computerized systems 
in respect of this issue. In addition, the Company has identi- 
fied customers, suppliers and other organizations upon 
whom it relies to conduct business to request confirmation 
of, or plans for their Year 2000 readiness. 


SALES AND REVENUE FROM SERVICES 


Sales and revenue from services include export sales of 
$452,736,000 (1997 - $465,917,000). It also includes the 
sales value of grain purchased for the account of and 
delivered to The Canadian Wheat Board of $605,687,000 
(1997 - $649,939,000). 


¢ELATED PARTY TRANSACTIONS 


The Company has transactions with related parties in the 
normal course of operations at commercial amounts and 
terms. Related parties include Prince Rupert Grain (note 2) 
and Archer Daniels Midland Company, a major shareholder, 
and its respective subsidiaries and associated companies. 


Total sales to related parties were $55,490,000 and 
total purchases from related parties were $12,466,000. 
As at July 31, 1998, accounts receivable from and accounts 
payable to related parties totalled $2,101,000 and $173,000, 
respectively. 


NTEREST AND SECURITIZATION EXPENSES 


As at July 31 (in thousands) 1998 1, 


Interest on: 


Long-term debt Merete Gy eeechee) 


Short-term debt - 3,862 
Securitization expenses 5,719 4,902 
CWB carrying charge recovery (2,676) (37925) 


$11,409" 5 13,708 
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_ SHARE CAPITAL 


Membership 


The Company is governed by the United Grain Growers Act, 
a Special Act of Parliament, under which the Company has 
both members and shareholders. Members are customers of 
the Company and, through a system of locals and delegate 
voting, they are entitled to elect 12 of the 15 directors of 
the Company. These 12 directors must be members of the 
Company. The remaining three directors, who cannot be 
members of the Company, are elected by the holders of the 
Company's limited voting common shares. A member, who 
is not a shareholder, is not entitled to share in any profit or 
distribution of the Company and is not entitled to partici- 
pate in the distribution of assets upon dissolution or winding 
up of the Company. 


Executive Stock Option Plan 


In November 1993, the Company's limited voting common 
shareholders ratified an executive stock option plan under 
which eligible executives of the Company are entitled to 
receive options to acquire limited voting common shares. 
The following stock options are outstanding at July 31, 1998: 


Date Number Exercise — Expiry % 
Granted of Shares Price Date Vested 


Sept. 14/94 76,294 $875 1999 100% 


Nov. 10/95 24,000 $ 8.00 2000 100% 
Dec. 13/96 ITS $10.20 2006 67% 
Sept. 18/97 1077393 $13.10 2002 33% 


NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


Employee Share Purchase Plan 


Under the terms of the Company's employee share purchase 

plan (ESPP) which became effective January 1, 1994, qualify- 
ing employees may contribute from 1% to 7% of their basic 

earnings to the ESPP, with the Company contributing an 


As at July 31 (in thousands, except number of shares) 


amount equal to 50% of all employee contributions. 
Contributions are used to acquire shares, either from the 
open market or from the Company, based on share trading 
prices on The Toronto Stock Exchange during specified 
monthly trading periods. 


Value 


# of shares 


Authorized 
Preferred Shares, issuable in Series 
Limited voting common shares 


Issued and Outstanding 


Series “A” Convertible Preferred Shares non-voting, 
$1 dividend per share, cumulative, convertible 
(1:1 basis), callable at $24 


Opening balance 
Converted to common shares 


Closing balance 


Limited voting common shares 

Opening balance 

Issued 
Upon conversion of preferred shares 
Executive stock option plan 
Employee share purchase plan 
Redemption of shares 
Private placements, net of issue costs (after tax) 


unlimited 
unlimited 


1,174,937 
(69,062) 


1,105,875 


12,584,760 


69,062 
189,814 
25,237 

(3,909,010) 
7,785,570 


$ 23,499 
(1,381) 
oe Spite 


$72,907 


1,381 
1,672 
357 

(62,544) 
122,796 


Public offering, net of underwriters fee (after tax) 


Closing balance 


Total 


16,745,433 


$ 136,569 
$ 158,687 


1997 
# of shares Value 

unlimited 

unlimited 
1,200,466 $ 24,009 
(25,529) (510) 
WAL 3s7/ $ 23,499 
10,437,948 $ 49,539 
DUS) S229) 510 
18,319 158 
102,964 VS 
2,000,000 DAV S255) 
12,584,760 $ 72,907 


$ 96,406 


The Company's effective tax rate is determined as follows: 


As at July 31 1998 ISO7 
Combined federal and provincial 

income tax rate 45.40% 45.89% 
Large Corporation Capital Tax 2.04 4.25 
Permanent differences 2.45 4.80 
Takeover-bid response costs - 1.01 
Tax provision adjustments (1.58) (1693) 
Miscellaneous 0.53 1.18 


48.84% 55.20% 


The Company has included $651,000 (1997 - $860,000) for 
Large Corporation Capital Tax in the tax provision. 


NANCIAL INSTRUMENTS 


Forward Foreign Exchange Contracts 


Foreign currency amounts are translated at the balance sheet 
date. The “sell” amounts represent the Canadian dollar 
equivalent of commitments to sell foreign currency. 


As at July 31 (in thousands) Type , 12mos 12-24 mos 
US dollars Sell $93,591 $ 600 
Deutschmark Sell $ 6,744 cane 


Fair Values of Financial Assets and Liabilities 


The following summarize the major methods and 
assumptions used in estimating the fair values of financial 
instruments: 


e short-term financial instruments are valued at their 
carrying amounts included in the balance sheet, which are 
reasonable estimates of fair value due to the relatively short 
period to maturity of the instruments. 


e rates currently available to the Company for long-term 
debt with similar terms and remaining maturities are used 
to estimate the fair value of existing borrowings as the 
present value of expected cash flows. 


e the fair value of derivatives generally reflects the estimated 
amounts that the Company would have to pay, or would 
receive, upon termination of the contracts at the reporting 
date, thereby taking into account the current unrealized 
gains or losses of open contracts. 


e interest rate swaps of $40 million at 6.83% (1997 - $50 
million at 6.65%), which mature over a four year period 
ending July 31, 2002, are used to hedge the floating interest 
rate component of bank and other loans and the floating 
discount rate on securitized amounts. The fair value of the 
interest rate swap obligation is $858,000 as at July 31, 1998 
(1997 - $2 million). Interest rate swaps are with Schedule 
A banks. 


UNUSUAL ITEMS 


Foundation Lawsuit 


On October 27, 1995, the Company was found liable to 
The Foundation Company of Canada for breach of contract 
relating to the 1989 renovation of its Vancouver terminal 
elevator, including $1.6 million recorded on account of 
capital and a further $2.4 million in pre- and post-judgment 
interest and other costs paid or accrued. 


Takeover-Bid Response 


On February 21, 1997, Alberta Wheat Pool and Manitoba 
Pool Elevators offered to purchase any and all issued and 
outstanding limited voting common shares and associated 
share purchase rights of UGG. The Company incurred costs 
of $2.2 million as a result of responding to the Offer and 
as a result of the Board of Directors fulfilling its fiduciary 
responsibilities to the Company's shareholders prior to the 
Offer being withdrawn on March 18, 1997. 
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STATISTICAL 


SUMMARY (Since becoming a public company on July 28, 1993) 


For the years ended July 31 (in thousands, except ratios and per share amounts) 1998 ISS)7/ 1996 1995 1994 
Operating (note) (restated) 
Gross profit and revenue from services $229,665 $220,040 $203,229 $188,535 $158,130 
Earnings before interest, taxes and depreciation (EBITDA) $ 60,577 $ 54,788 $ 40,198 $ 30,573 $ 25,538 
Depreciation and amortization $17,242 “$9°16;336 9 316,108) 9915/4220 12926 
Interest and securitization expenses $ 11,409 $ 13,708 $ 16,025 $ 14,869 $ 8,840 
Earnings before income taxes and unusual items $ 31,926  $ 24,744" 33> 8,065) (S909 282s 7 72 
Unusual items (including restructuring costs) $ — | $24,521 7S =) 2912527 eo 2 022 
Net earnings (loss) $ 16,332, --$ 79/0595 3575/85! eee 7305) meee 153 
Cash flow provided by operations $935,871 — °$° 32,770 belt, 3206, Ie le 
Financial 
Working capital $136,155" $101,790" 59 71,5578 ee 4 ooo O 
Total investment in capital assets 

Gross $408,650 $368,276 $357,901 $355,440 $317,294 

Net $226,304 $193,323 $190,308 $182,079 $158,228 
Total assets $515,209. $489,214 $ 531,416 $544,284 $564,043 
Total debt (short-term financing and long-term debt) $ 99,581 $115,992 $217,741 $241,842 $269,433 
Shareholders’ equity $ 234,611 $161,290 $133,694 $130,620 $140,516 
Ratios 
Current ratio 2.01 1.56 £25 1505 1.24 
Total debt to net assets 26.24% 36.01% 55.36% 572% 59.11% 
Return on average common equity, before unusual items 8.69% 8.51% 4.30% (2.20%) 0.06% 
Per share* 

Earnings (loss), before unusual items (net of tax) $ 091 -$ “0.89 $5) 045 955024) mes 0.01 

Cash flow from operations $ 2.08 $9 2:66) «Sol D4 Se ee 1.30 

Book value** $ 13.14 ye ae? $ 611.49 5 les 5 eye DESY) 
Other Data 
Capital expenditures and business acquisitions $ 53,760 $ 21,904 $ 26,826 $ 43,894 $ 27,725 
Country shipments (thousands of tonnes) 4,987 5,376 5,164 6,222 5,679 
Terminal handling (thousands of tonnes) 3,064 3,192 2,626 3/599 3120 
Licensed grain storage capacity (year-end, thousands of tonnes) 

Country elevators 823 864 973 1,069 1,099 

Terminal elevators 424 424 424 424 424 
Number of elevators 145 152 173 220 224 
Monthly weighted average limited voting 

common shares outstanding (thousands) * 16,737 11,861 10,375 10,213 8,714 
Trading activity (TSE): 

High 16.650 16.000 10.200 8.875 11.000 

Low 12.000 8.500 6.500 6.750 6.625 

Year-end 12.450 14.150 8.550 7.500 LA23 

Volume (thousands of shares) 4,908 6,009 1,174 2,218 2,930 
Employees 1,583 1,544 50S PO SZ il SySiil 


*Share and per share information (except book value) is calculated using | **Book value per share is derived by dividing shareholders’ | Note: The Company's revenue recognition 
the weighted monthly average number of limited voting common equity at year-end by the total number of limited voting policy was changed in 1995. The numbers for 
shares outstanding. common shares outstanding at year-end as if the 1994 have been restated to conform with this 
preferred shares had been converted on a 1:1 basis. change in accounting policy. 


UNITED GRAIN GROWERS LIMITED 
NOTICE TO SHAREHOLDERS 


On October 28, 1987, the Canadian Securities Administrators gave approval to National Policy Statement No. 
41 — Shareholder Communication, which essentially established a new framework for communication between 
issuers and their registered and non-registered shareholders. National Policy No. 41 provides non-registered 
shareholders with the opportunity to elect annually to have their name added to an issuers supplemental 
mailing list in order to receive interim financial statements of the Company. 

UGG will regularly provide detailed information to the news media whenever our quarterly results are 
announced. Because of this, many of our registered shareholders do not wish to receive copies of the printed 
quarterly reports which are mailed several weeks after the news release has been issued. By mailing these reports 
only to those shareholders who want them, your Company can reduce paper usage, printing and postage costs. 


If you wish to have your name added to UGG’s supplemental mailing list in order to receive interim financial 
statements of the Company, kindly complete this card and mail to Montreal Trust, our Transfer Agent. 


Please PRINT your name and address below: 


CUSIP: 910535509 


Montreal Trust Company of Canada 
CORPORATE SERVICES 
P.O. Box 369 
WINNIPEG, MANITOBA 
R3C 2J1 


DIRECTORS AND OFFICERS 


DIRECTORS 


Theodore M. Allen 4 
Chairman and President 
Winnipeg, Manitoba 


Bryan D. Perkins ® 
Alberta Vice President 
Wainwright, Alberta 


Roy W. Piper *° 
Saskatchewan Vice President 


Elrose, Saskatchewan 


Eieniy |; Penner ~® 
Manitoba Vice President 
Morden, Manitoba 


Charles T. Bayless ® 


Decatur, Illinois 


Wayne W. Drul ® 
Oakburn, Manitoba 


Brett Halstead 


Nokomis, Saskatchewan 


Burnell D. Kraft ® 


Decatur, Illinois 


Maurice A. Lemay ® 
Tangent, Alberta 


Bernard E. Mackay 4° 
Star, Alberta 


Kenneth M. Motiuk ® 
Mundare, Alberta 


Ernest J. Sirski 
Dauphin, Manitoba 


SHAREHOLDER INFORMATION 


Auditors 


PricewaterhouseCoopers 


Banks 


Royal Bank of Canada 
Toronto Dominion Bank 
Bank of Nova Scotia 


Stock Exchanges 


Toronto Stock Exchange 
Winnipeg Stock Exchange 
Stock symbol: UGG 


Transfer Agent 
Montreal Trust Company 


_ Legal Counsel 
: Aikins, MacAulay & 
2 Thorvaldson 


| Address for 

. Shareholder Inquiries 

: United Grain Growers Limited 
: TD Centre 

: 201 Portage Avenue 

P.O. Box 6600 

: Winnipeg, Manitoba 
Canada R3C 3A7 

- Telephone: (204) 944-5565 
Toll Free: 1-800-661-4844 

_ Facsimile: (204) 944-5415 


Spence Sutter 


| Redvers, Saskatchewan 


E. William Woodward ® 
Calgary, Alberta 


, Terry V. Youzwa °® 
_ Nipawin, Saskatchewan 


OFFICERS 


: Theodore M. Allen 


Chairman and President 


Brian Hayward 
Chief Executive Officer 


Peter G. M. Cox 
Chief Financial Officer 


Michael Sherman 
Corporate Secretary 


_ Incorporated 
July 20, 1906 


- Annual Meeting 

| The annual shareholders’ meeting 
~ will be held at 9:00 a.m., 

| Wednesday, November 4, 1998, 

: in the Raphael Ballroom, Delta 

: Regina Hotel, 1919 Saskatchewan 
: Drive, Regina, Saskatchewan. 


: List of trademarks used in this report: 


: AIR MILES® Proven® Seed 
Crop Plus™ Roundup Ready® 
| Linola™ SMART™ 
: Local Performance — Unifeed™ 
Check™ Unipork Genetics™ 
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es 


TD Centre, 201 Portage Avenue 
P.O. Box 6600 
Winnipeg, Manitoba 
Canada R3C 3A7 


2% &) This Annual Report has been produced using environmentally friendly materials. 
oe The paper has been manufactured without the use of Chlorine and is therefore 100% Chlorine Free (TCF Virgin Pulp), The sheet is Alkaline based (Acid Free). 


